I N THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A
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VEMORANDUM AND ORDER

McLaughlin, J. Decenber 23, 2008

This case involves a contract dispute between
plaintiffs KDH El ectronics, Inc. and KDH Defense Systens, Inc.
(collectively, “KDH') and defendants Dr. Thomas Curtis, M chael
Curtis and Curtis Technol ogy (collectively, “Curtis”). The
subj ect of the contract is the devel opnent of an underwater radar
system and the programm ng necessary for the system s design and
manuf acture. The parties entered into a Team ng Agreenent in
January of 2006. This agreenent outlines the roles played by
each party in the design, testing, and manufacture of the radar
system known as the T-3 System Under the Team ng Agreenent,
the plaintiffs were responsible for preparing funding proposals
and marketing the T-3 System and the defendants assuned the role
of technical researcher, designer and devel oper.

The Court decides here the nature of the defendants’
obligation to provide to the plaintiffs source code necessary for

the T-3 Systenmis operation. The defendants acknow edge their



obligation to give the plaintiffs source code but contend that
they may prevent KDH from view ng or mani pul ating those portions
of source code that pre-existed the design of the T-3 System
The Court concludes that the defendants may not so obscure any
portions of the source code. Under the Team ng Agreenent, KDH
owns the source code necessary for the operation of the T-3
System whet her or not it pre-existed the design of the T-3

System !

Backgr ound

KDH desi gns and manufactures products sold to the
United States Navy and ot her defense organi zations. Recently,
KDH decided that it would attenpt to design, build and sell an
underwat er radar system for use in detecting human sw mrers.
This systemis referred to as the T-3 System To conplete such a

system KDH hired Dr. Thomas Curtis, Mchael Curtis and their

! Curtis has argued in opposition to KDH s trial nenorandum
and in a declaration submtted by Dr. Curtis on Decenber 17
2008, that certain Defense Federal Acquisition Regulations should
informthe Court's reading of the Team ng Agreenent. KDH has not
responded, either in witing or at oral argunment, to any issues
surrounding the applicability or effect of DFARs. Wether Curtis
has standing to press this issue, and whether the Team ng
Agreenent's reference to certain Federal Acquisition Regul ations
nullifies any effect of the DFARs remains unclear. This decision,
therefore, is the Court’s final decision as to the ownership of
the T-3 System s source code under the Team ng Agreenent assum ng
that the DFARs do not affect its terms. The Court will order
further briefing on the issue of the DFARs and will revisit its
interpretation in light of that briefing.
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conpany, Curtis Technol ogy, Ltd., to develop the programmng to
make the systemfunctional. Dr. Curtis has contributed to the
devel opnent of radar technol ogy over the course of several
decades, is widely published on the subject, and has partici pated
in the design and devel opnent of radar technology in projects
spanni ng t he gl obe.

A Team ng Agreenent (“the Agreenent”) enbodies the
rel ati onship between KDH and Curtis. Under the Agreenent, Curtis
was to provide certain source and object codes to KDH for the
desi gn, testing and manufacture of the T-3 System These codes
are referred to in the Agreenent as the “Curtis Deliverables” and
i ncl ude source code for both the sonar head and graphical user
interface of the T-3 System Curtis did in fact devel op these
codes, along with a prototype of the T-3 System but KDH cl ai ns
that the technol ogy devel oped by Curtis and bel ongi ng to KDH has
not been provided to KDH for further testing and production of
the T-3 System

On May 12, 2008, the plaintiffs filed the conplaint
requesting, anmong other relief, a prelimnary injunction ordering
the defendants to turn over all engineering and progranm ng
i nformati on devel oped by the defendants for the T-3 System The
conplaint alleges that Curtis has breached its obligations under

t he Team ng Agreenent by del ayi ng production and testing, by



regi stering for patents on KDH s property, and by revealing
confidential information to KDH conpetitors. Conpl., 1Y 31-36
After the filing of the conplaint, the parties entered
into two consent orders designed to provide the information
needed for design, redesign, testing and manufacturing to KDH in
order for KDH to ready the T-3 System prototype in time to
performa test required by the Navy, to whom KDH ultimately
intended to sell the T-3 System On June 3, 2008, the parties
entered into a consent order (“June Order”) which stated that
Curtis would produce to the plaintiffs all “Techni cal
Information,” the “Curtis Deliverables,” the “Archive
Materials”...and any and all patent applications filed by the
defendant (s) related to the T-3 System” Pl.’s Mem Ex. 3.
These itens are defined in the Team ng Agreenent. After several
conferences involving the Court and the parties, a second consent
order was entered on August 10, 2008, (“August Order”), which
required Curtis to provide all of the source code which Curtis
“believe[d]” to constitute the source code defined in an addendum
to the Agreenent, along with “all of the remaining source code
used to wite or anend the operating programres used in the T-3

System being the ‘Process File.’” August Order, 17 1, 4.



1. The Evidentiary Hearing

On Septenber 26, 2008, the Court held an evidentiary
hearing on the issues of ownership over the T-3 System source
code and the inclusion of dynamc link libraries (“DLLsS”) by
Curtis in the code that it had already provided to KDH  The
hearing took place followng the plaintiffs’ filing of a letter
with the Court, which stated that Curtis had failed to conformto
the ternms of the two consent orders and that a continued del ay of
performance woul d undermne KDH s ability to market the T-3
Systemfor sale to the U S. Navy. This letter requested a
hearing in order to facilitate a judicial resolution of the
i ssues surroundi ng ownership of the source code. Pl.’s Letter
Sept. 15, 2008. Both parties have agreed that the Court has al
of the information necessary to nmake a final decision on this
i ssue and that a resolution of the ownership of the T-3 Systenis
source code is necessary to the progress of this case. See, Tr.
H’'g at 10-11, Sept. 26, 2008.

The follow ng are the Court’s findings of fact fromthe
evidentiary hearing. At the hearing, the parties testified
concerning KDH s ownership rights under the Team ng Agreenent and
the information that Curtis had previously provided to KDH
pursuant to the two consent orders.

“Source code” is coded information, which can be read

by human bei ngs and which software engi neers use to create sets



of instructions ultimately interpreted by a conputer in the
execution of different applications. Tr. H'g 77, Sept. 26,

2008. In the case of the T-3 System source code is used by
each conponent part of the systemin instructing those conponents
to function in specific ways. See |Id. at 27

The parties are not in dispute as to the fact that the
data di sks provided by Curtis in Septenber, 2008, contained a
version of the T-3 Systenis source code with certain portions
pl aced in DLLs. 1d. at 46, 82, 141. DLLs are libraries of code
that nay be used by several different applications. 1d. at 108.
DLLs can also function as a black box, permtting the prograns to
run, but hiding the actual code used by the program |1d. at 109,
142. The portions of source code placed in DLLs on the discs
provided by Curtis contained codes that Curtis had devel oped over
the course of several decades and to which Curtis felt KDH was
not entitled. 1d. at 47, 139-41. These portions of code were
comon to other sonar systens devel oped by Curtis in the past.
Id. at 140.

Source code is necessary to the devel opnent and
production of the T-3 System |d. at 26. Currently, the T-3
Systemis designed as a prototype. 1d. As the prototype is
tested, KDH expects that certain portions of source code wll
need to be rewitten in order to inprove the systenis functioning

or to conbat incorrect functioning. 1d. Wen KDH and its agent,



Sonat ech Engi neering, received the T-3 System prototype for
testing, the systemdid not performas expected. [d. at 80. For
exanple, KDH s President testified that the production-quality
version of the T-3 Systemis likely to involve different
hardwar e, necessitating a nore conpact design than the current
prototype. 1d. The use of new conponents, different fromthose
used in the prototype, will involve changes to the system s
source code, which will be redesigned to provide instructions to
the systemas to the operation of those new conponents. 1d. at
26- 27.

Furthernore, the prototype recently tested by KDH only
surveils across a 180 degree arc; plans for the production nodel
of the T-3 Systeminvolve a 360 degree arc. 1d. In order to
redesign the systemto properly process and display the added 180
degrees, engineers will need access to the source code in order
to nodi fy how the sonar head operates. 1d. Thus far, engineers
attenpting to mani pul ate the prototype’ s progranm ng have been
frustrated by the existence of DLLs in the source code provided
by Curtis. 1d. at 83. Curtis has offered to assist the KDH
engi neers with understandi ng the source code he provided to them

vi a tel ephone conferencing or in person. 1d. at 143.



[11. Discussion

A. Omership of Source Code Under the Teani ng Agreement

The Court here decides the parties’ ownership rights
with respect to the T-3 System source code under the terns of the
Team ng Agreenent and whet her the defendants have fulfilled their
obl i gati ons under the Team ng Agreenent to give the plaintiffs
the source code for the T-3 System The answer to this second
guestion depends on whether the code contained in the DLLs
included in Curtis’ last provision of code constitutes part of
t he source code that the defendants nust give the plaintiffs
under the Team ng Agreenent. The Court concludes that the
plaintiffs are entitled to the entire T-3 Systenmi s source code
under the terns of the Team ng Agreenent, and that code contai ned
in the DLLs is part of that source code to which the plaintiffs
are entitled. The parties essentially agree on their respective
rights and obligations under the Team ng Agreenent. The parties
agree that (1) KDH owns and is entitled to all of the source code
included in the provision of the contract entitled
“Deliverables,” Tr. Oral Arg. 7, Nov. 3, 2008; (2) the
“Deliverables” include those portions of the source code that the
def endants devel oped prior to the T-3 project, 1d. at 14; and (3)
KDH does not have any rights in source code devel oped by the
defendants prior to the T-3 project that was not used in the T-3

project. ld. at 12-13.



The parties’ concurring interpretation of the Team ng
Agreenent is a straightforward application of the | anguage of the
Agreenent.? Paragraph 12 of the Team ng Agreenent states:

Omership of Products; Technical |nfornmation:

(a) The parties acknow edge that KDH shall be the sole
owner of the Products, and that no other entity,
including Curtis, shall have any claimof ownership to
the Products. Curtis shall, however, have |icensing
rights to the Curtis Deliverables (as defined in
Exhibit B) and Curtis Inprovenents (as hereinafter
defined) pursuant to the terns set forth in Section 15
of this Agreenent.

(b) I'n conjunction with KDH s ownership of the

Products, Curtis will furnish KDH wth any and al

mat erial s owned or controlled by Curtis necessary to

permt KDH, or its designee, to conplete the design

redesi gn, devel opnent, tooling, testing, prototype

manuf act uri ng and vol ume production of the Product

(collectively, the “Technical Information”)....
Pl.”s Mm Ex. 1, T 12.

“The Products” are described in an section of the

Team ng Agreenent titled “Exhibit A Description of the
Products.” Pl.’s Mem Ex. 1 at 12. The products are “high
frequency, short range underwater surveillance intrusion sonar
systens with their primary use being to detect swi mrers and ot her
underwater craft.” 1d. The systens are “characterized in that

they contain one or nore underwater sonar head assenblies and one

2 The issue of ownership is a matter of contract

interpretation. Under Pennsylvania |aw, which the parties
recogni ze as controlling this contract dispute, a court nust give
effect to the contracting parties’ intent. Wen a witing is
clear, its neaning controls. See, e.qg., Mirphy v. Duquesne Univ.
of the Holy Ghost, 777 A 2d 418, 429 (Pa. 2001).
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or nore topside electronic assenblies.” [d. The sonar head
assenblies “contain both a transducer portion and a digital
signal processing portion.” 1d.

The Team ng Agreenent al so describes the parties’
rights to intellectual property pertaining to novel devel opnents:

Intell ectual Property: (a) Curtis shall make full and
pronpt disclosure to KDH of any and all novel

i nventions, inprovenents, discoveries, ideas, nethods,
devel opnents, software, concepts, processes or

i nprovenents, or original works of authorship, in whole
or in part, whether patentable or not, (collectively,
“Inventions”), conceived or nade by Curtis during the
Term and during the one year period follow ng the

term nation or expiration of this Agreenent, which

| nventions relate substantially to the Products...

Pl.’s Mem Ex. 1, § 18.
The licensing rights referred to in paragraph 12 are
defined in paragraph 15 of the Team ng Agreenent:
During the termof this Agreenent, and any
periods of restriction as set forth in Section 8 above,
KDH shall provide Curtis with a license, at no cost to
Curtis, to use the Curtis Deliverables and/or the
Curtis Inprovenents solely for the specific industries
and specific categories of business set forth in
Exhibit Gto this Agreenent.
Pl.”s Mm Ex. 1, T 15.
The Curtis Deliverables include several kinds of
“execut abl e source code” and object code, specifically the source
code for the sonar head assenbly digital signal processing and

the graphic user interface. Pl.’s Mem Ex. 1 at 13-14. The

contract al so contains a section describing “archive materials,”
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which states that “[f]or a period of Five (5) years follow ng the
delivery to, and acceptance by, KDH of the Curtis Deliverables
for a given Product, Curtis will archive the follow ng, or
substantially equivalent materials.” This |anguage is followed
by a list of materials that includes source code “for sonar head
assenbly digital signal processing” and “for user interface GU
[ graphic user interface].” Pl.’s Mem Ex. 1 at 18.
A separate section defines “technical information” as
referred to in paragraph 12(b). This section includes “all sonar
head el ectronics and digital signal processing P’ as well as
“all data and filed currently located at Curtis.”
Finally, paragraph 15 of the Team ng Agreenent al so
i ncl udes a provision stating:
“[e] xcept as set forth above, nothing contained in this
Agreenent shall be construed as...granting or
conferring any right to use any information or know how
which a party shall elect to furnish hereunder except
as expressly authorized in the Agreenent; or...granting
or conferring any rights [to or |icenses for] any
patents, inventions, discoveries, inprovenents, or know
how of any kind by virtue of this Agreenent....”

Pl.”s Mm Ex. 1, T 15.

Based on these provisions, KDH owns the Curtis
Del i verabl es. Paragraph 12 states that KDH owns the Products and
that Curtis has only a license to the Curtis Deliverables. The
Del i ver abl es are conmponents of the Product, as is clear from

readi ng the description of the Products. Moreover, the parties

agree that KDH owns the Curtis Deliverables. Tr. Oral Arg. 7,

11



Nov. 3, 2008. The Deliverables include source code “for sonar
head assenbly digital signal processing” and “for user interface
@GQUI.” The parties agree, and the contract indicates, that the
Del i verabl es grant KDH ownershi p of the source code regardl ess of
whet her the progranm ng for that source code predated the Team ng
Agreenent. The parties also agree, and the | anguage of the
contract indicates, that KDH s ownership of the source code is
solely in relation to the source code use in the operation of the
T-3 System Tr. Oral. Arg. 12-13, Nov. 3, 2008. KDH does not
exerci se ownership over the code for any purpose what soever, but
only for the use of the T-3 System

Curtis has asserted that there exists a kind of source
code that KDH does not own, specifically "processor source code."
Tr. Oral Arg. 12, 37, Nov. 3, 2008. The Team ng Agreenent nakes
no nention of such source code, but only of source code rel ating
to the sonar head assenbly digital signal processing and to the
QU . The "Products" are defined in Exhibit A of the Team ng
Agreenent to include "one or nore sonar head assenblies and one
or nore topside electronic assenblies.” Pl.'s Mem Ex. 1 at 12.
Thus, the conponents for which source code bel ongs to KDH
enconpasses the totality of the products.

The only nmention of a separate type of source code is
in the August consent order, which discusses "Process Files" and

"Process Files Source Code." The order defines this code as "al
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of the remai ning source code used to wite or anend the operating
programmes used in the T-3 System' apart from "what the

Def endants believe constitutes the source code defined in" the
Curtis Deliverables provision. Counsel for Curtis has asserted
that this source code relates to “the processor, the conputer.”
Tr. Oral Arg. 37, Nov. 3, 2008. |If these process files consi st
of source code used to wite or anmend prograns for either the

sonar head assenbly digital processing or GU, then it is source

code "for" those conponents and thus part of the Curtis
Deliverables. |If the conputer or processor to which counsel for
Curtis has referred is required for the operation of either the
sonar head assenblies or the GJI, then source code associ ated
with the conputer or processor is source code “for” the sonar
head and GUI. The Court understands the August Order’s reference
to “all of the renmaining source code used to wite or anmend the
operating programmes used in the T-3 Systeni to act as a catch-
all clause, designed to ensure that Curtis’ “belief” as to the
definition of other request itenms would not fall short of KDH s
needs.

Al t hough KDH owns the source code described in the
Del i ver abl es section of the Team ng Agreenent, this ownership

interest is limted to specific uses. KDH has conceded t hat

their ownership interest in Dr. Curtis’ pre-existing portions of
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source code is limted to use in relation to the T-3 System Tr.
Oral Arg. 38, Nov. 3, 2008.

Moreover, the confidentiality section of the Team ng
Agreenent acts as a limtation of KDH s ownership interest.
Specifically, this provision requires that KDH maintain the
strict and indefinite confidentiality of “any Confidenti al
Information that is and continues to be a trade secret
hereafter.” Pl.’s Mem Ex. 1, § 7. The provision also states
that KDH “shall not use, copy, reverse engineer, or reproduce, in
whol e or in part, any Confidential Information, or use any of the
Confidential Information for any business advantage or discl ose
any of the Confidential Information, except as authorized by this
Agreenent and to acconplish the purposes of this agreenent.”
Id., 1 7(b). KDH has specifically acknow edged that this
provi sion constrains its use of source code to use on the T-3

project. Tr. Oral Arg. 37-38, Nov. 3, 2008.

B. | ncl usion of DLLS in the Source Code Underm nes KDH s
Omership I nterest

In conjunction with the task of determ ning the parties
ownership rights over the source code for the T-3 System the
Court mnust determ ne whether Curtis’ provision to KDH of portions
of the source code with segnents of the code obscured by DLLs

conplies with the Team ng Agreenment. The question hinges on
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whet her the code hidden in the DLLs falls under the definition of
the Curtis Deliverables.

Curtis’ provision of a version of the source code to
KDH i n which certain portions of source code are inaccessible
does not conport with the Team ng Agreenent. KDH s ownership of
the source code used for the T-3 Systemrequires that KDH be able
to nodi fy and perfect that code independently of any other actor.
The inclusion of DLLs in the source code provided to Curtis
prevents independent action and does not conply with the terns of
the Team ng Agreenent. Pl.’s Mem Ex. 1, T 12(b); Tr. H’' g 140-
41, Sept. 26, 2008.

Al though Curtis did not wite all of the T-3 Systenis
source code specifically for the T-3 System that fact is
irrelevant to the issue of KDH s ownership and entitlenent to
such code. The source code in the DLLs is utilized in the
operation of the conponents identified in the Curtis
Del i verabl es, the sonar head technol ogy and the graphic user
interface. Tr. Hr'g 85, Sept. 26, 2008. Therefore, the DLLs
obscure code to which KDH is entitled under the terns of the
Team ng Agreenent. Pl.’s Mem Ex. 1, Y 12(b). The use of DLLs
frustrates KDH s ownership interest in that code. Tr. H'’'g 85-
87, Sept. 26, 2008. Therefore, Curtis nust provide KDH with al
of the T-3 Systenis source code without DLLs if it is to conply

with the terns of the Team ng Agreenent.
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C. Conpli ance with the Consent Orders

The June Order stated that Curtis would “produce to
plaintiffs on or before June 12, 2008, all * Techni cal
Information,’” the ‘Curtis Deliverables,” the ‘Archive Mterials,
as defined in the Team ng Agreenent [and certain patent
applications].” Pl.”s Mem Ex. 3. The August Order stated that
Curtis would provide by Septenber 5, 2008, “all of the source
code whi ch Defendants believe constitutes the source code defined
in Exhibit Bto the Team ng Agreenent [i.e., the “Curtis
Deliverables”].” Pl.’s Mm Ex. 4. 1n exchange for that code,
the plaintiffs agreed to place $12,500 in escrow for Curtis,
“until Plaintiffs confirmin witing that they have received al
of the CDs identified in paragraph 1 or the court shall otherw se
order.” 1d. The August Order goes on to say that Curtis would
del i ver by Septenber 5'", 2008, “what [Curtis] believe[s] to be
all of the remaining source code used to wite or amend the
operating progranmes used in the T-3 System being the ‘Process
File.”” 1d. In exchange for this code, KDH placed into escrow a
check for $5,000, payable to Curtis. 1d.

In response to these consent orders, Curtis provided a
version of source code with portions placed in DLLs. Tr. Hr’' g 46,
82, 141, Sept. 26, 2008. These DLLs prevent KDH from view ng the

actual source code, which the Court has found to belong to KDH
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under the Agreenent. The June Consent Order’s requirenment that
Curtis produce the “Curtis Deliverables,” was enough to require
an unredacted version of that source code. The demands for both
the “Curtis Deliverables” and “Technical Information” taken
toget her | eave no roomfor hiding portions of the source code
behi nd opaque data nodules |ike a DLL

Curtis has acknow edged that the DLLs included in the
code provided to KDH contained Curtis’ “own generic source code.”
Tr. Oral Arg. 12, Nov. 3, 2008. At the evidentiary hearing held
on Septenber 26, 2008, the Court heard testinony from an engi neer
tasked with testing the T-3 prototype and nodifying its software
to conbat problens arising during testing. That testinony
established that the source code provided by Curtis did not
conprise the entirety of the T-3 source code as defined under the
Team ng Agreenent. Tr. Hr’g 85, 136, Sept. 26, 2008. Curtis’
failure to deliver all of the relevant code, w thout the
inclusion of DLLs, was a violation of the June O der.

The Court will not find Curtis in violation of the August
Order. Any consent order prem sed on the other party’'s “belief”
as to what is required will always be difficult for a conpl aining
party to enforce. Although the Court finds that Curtis has acted
on a msreading of the parties’ agreenent, the Court does not

find that Curtis actually believed that he owed the full source
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code to KDH or that he otherwi se acted in bad faith in not
di scl osing his preexisting data.?

Curtis requests that the checks held in escrow under
t he August Order be released to the defendants. The August Order
states, with respect to both checks, that the checks will be held
in escrow “until plaintiffs confirmin witing that they have
received all of the CDs identified in paragraph 1 or the court
shall otherw se order.” KDH has not confirnmed in witing that
t hey have received all of the CDs identified in paragraph 1. The
Court declines at this tine to order that the checks held in
escrow be rel eased to the defendants. The Court will revisit the
i ssue of releasing the checks after Curtis provides KDH with an
unredacted, fully accessible version of the source code necessary
for the operation, testing, design, redesign, devel opnent and
manuf acture of the T-3 System

An appropriate order foll ows.

3 KDH asserts that the disks Curtis provided pursuant to

the August Order arrived after the date specified in that order.
However, the parties appear to have been aware of this del ay
prior to Septenber 5, 2008, and KDH did not raise any objection
to such a delay at the time. G ven the confusion over shipping
dates and del ays, the Court does not view the del ayed receipt of
the Curtis disks as substantial non-conpliance with the order.
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I N THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

KDH ELECTRONI C SYSTEMB, INC., : CIVIL ACTI ON
et al. :
V.
CURTI S TECHNOLOGY LTD., et al.: NO 08- 2201
ORDER

AND NOW this 23rd day of Decenber, 2008, upon
consideration of the plaintiffs’ menorandum of |aw in support of
ownership of the entire T-3 System source code (Docket No. 22);
t he defendants’ opposition (Docket No. 28), the plaintiffs’
response (Docket No. 30), and after an evidentiary hearing held
on Septenber 26, 2008, and oral argunent held on Novenber 3,
2008, THE COURT FI NDS

(1) That KDH owns the entire source code for the T-3 System
under the ternms of the Team ng Agreenent;

(2) That KDH s ownership of the source code is limted
specifically for the purposes of devel opi ng and
operating the T-3 System and

(3) That the use of any neans to hide certain portions of
the T-3 System source code, including the use of
dynamic link libraries, underm nes KDH s ownership

interest in that source code

| T I S HEREBY ORDERED t hat the defendants may submt a

brief discussing only their position as to the effect of the



Def ense Federal Acquisition Regulations on the Court’s
interpretation of KDH s ownership of the entire T-3 Systenis
source code. It is further ORDERED that if the defendants choose
to submt such a brief, it nmust be filed no later than January
23, 2009. It is further ORDERED that the plaintiffs will have
two weeks fromthe date any such brief is filed to respond by
filing a brief in opposition and speaking only to the issue of

t he Def ense Acquisition Regul ations’ inpact on the Court’s
interpretation of the parties’ ownership interests in the T-3
Systeni s source code.

BY THE COURT:

[s/Mary A MclLaughlin
Mary A. McLaughlin, J.




